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SUMMARY 


1973 was a banner year for the Luxembourg economy with a real GNP growth 
of 7-5%, one of the highest since World War II- Economic expansion which 
was led by the steel industry is expected to continue in 1974, although 
real growth will decline to a rate closer to the long-term growth trend. 
Infiation is expected to worsen and labor shortages may slow investment 
and impede faster growth. 


Although the size of the country limits the possibilities for volume US 
exports, opportunities do exist for the expansion of US exports to the 
Luxembourg market-e American firms may wish to consider Luxembourg as a 
small but stable outlet for US exports, a distribution center for the 
European market and a sales are&é for selected capital goods and road 
building equipment 





CURRENT ECONOMIC SITUATION AND TRENDS 


The performance of the Luxembourg economy in 1973 
once again emphasized the overall predominance of 

the steel sector in determining economic trends in 
Luxembourg. Despite successful attempts to diversify 
the economy by encouraging foreign investment in new 
industries, largely US multinational firms in the 
chemical and metal fabricating industries, steel 
continues to account for 47% of industrial production, 
45% of industrial employment and 69% of industrial 
exports. An increase in steel production of 10.9% 

in 1973 therefore was the major element in a real GNP 
increase of 7.5%, one of the highest growth rates 
achieved since the end of the second World War. 


This importance of steel in the Luxembourg economy 
highlights another aspect of the economy -- its near 
total dependence upon developments in foreign markets. 
Nearly 95% of steel production is exported and reduc- 
tions in capital spending in other European countries, 
particularly Germany and France, can have a marked 
effect on Luxembourg's economic growth. 


Strong foreign demand in 1973 led to an even higher 
rate of increase of output (14.9%) in the so-called 
"new industries", mainly large US multinational firms 
in the chemical, tire and metal fabricating industries, 
which account for nearly 20% of Luxembourg's industrial 
production and nearly a third of its industrial exports. 


Capital investment in 1973 increased by 4.0% for the 
economy as a whole, but varied significantly by sector. 
The steel industry increased investments by 27% over 
1972 to an all time high of 3 billion francs while 
investment in the new industries, which had accounted 
for the greatest share of investment in recent years, 
suffered a net decline as investments for original 
installations and extensions were largely completed. 


Pressure on interior demand was aided in 1973 by an 
increase in real consumption expenditures of 6% as 
compared to 4% a year previously. Wages, which are tied 
to the cost of living, increased 6% in real terms and 
12.6% in money terms. 


y In 1973 one franc = U+S-$0.025753 twelve month average. 





Inflation 


Due to the openess of the Luxembourg economy, (exports 
and imports each equal more than 80% of GNP), inflationary 
pressures in other European markets are transmitted 
rapidly to Luxembourg. While it is difficult to tell 
exactly how much inflation is imported and how much is 
due to internal pressures, it is certain that the two revalua— 
tions of the German DM and that of the Dutch Florin in 1973 
had strong repercussions on the structure of Luxembourg 
prices since a large share of Luxembourg imports comes 
from these two countries. Another factor pushing prices 
up was an increase of 6% in real wages which fueled 
internal consumer demand.Nevertheless, comprehensive 
price controls on domestically produced goods and 
certain key imports enabled Luxembourg to maintain the 
lowest rate of inflation in Western Europe (6.1%) in 
1973. 


Impact of Energy Price Increases 


Energy conservation measures in the last quarter of 

1973 and the increase in petroleum prices in 1974 have 
had little direct effect on either production or employ- 
ment. There were no layoffs as a result of the reduction 
in petroleum supplies in 1973 and there remains zero 
unemployment in the economy. In 1973 the number of 
unfilled vacancies fluctuated between 405 and 868 and 
that of unsatisfied applications between 24 and 73, a 
ratio of nearly 20 to one. The major effect of petroleum 
prioe increases has been to increase the prices of raw 
material inputs into the steel and chemical sectors. 
Continued strong demand for the output of these indus- 
tries, however, has maintained prices at a level to 
absorb the increased costs without cutting into profit 
margins. The change in relative prices of industrial 
inputs has been met by a shift in the use of inputs, 
particularly in the steel sector where a larger per- 
centage of coking coal is now being used, and by a 
change in the output mix, in the chemical sector to 
economize on petroleum inputs, and in the tire sector, 
in response to increases in the demand for agricultural 
tractor and truck tires relative to automobile tires. 
Output in the chemical sector is up 13.4% and rubber 
production (largely tires) is up 27.1% for the first 
quarter of 1974 compared to 1973. 





Although Luxembourg's international accounts are 
integrated with those of Belgium, unofficial data 
prepared by the Statistical Office show that petroleum 
imports account for about 5% of the total import bill. 
Luxembourg's import bill will increase in 1974 as in 
other industrialized countries due to the increase in 
petroleum prices, but the Grand Duchy is expected to 
maintain a favorable surplus in its trade account. The 
1973 trade balance was in surplus by approximately 5 
billion Belgian francs, and continuing strong foreign 
demand and high prices for steel and chemical exports 
should maintain this favorable position. 


Government Policy 


As part of the Benelux Economic Union, Luxembourg's 
economie policy tools are limited. The money supply, 
for example, is largely determined by actions taken 

by the Belgian National Bank. Furthermore, as an open 
economy, highly dependent upon trade, there are limits 
to the use of policies aimed at controlling inflation. 
The major tools available to the government are fiscal 
policy, direct price controls and selected interest 
rate and credit restraints, primarily in the housing 
sector. In 1973, the Luxembourg authorities increasingly 
followed a strict price control, limited outstanding 
bank credits for consumer and for construction expen- 
ditures, reduced certain TVA rates, and introduced a 
surtax on the revenue of collectives. 


A new government has been formed following the election 

of May 26, 1974. The new government is expected to 
continue rigorous price controls to combat inflation. 

On the other hand, the government may formulate new 
education and social infrastructure programs that will 
necessitate larger government expenditures than originally 
planned. If not offset by increased taxes, these social 
programs are likely to be expansionary. At the same time, 
the new government may relax credit restraints on the 
housing sector, further adding to inflationary pressures. 


Outlook for 1974 is Slower Growth With Continued Price 
Pressure 


The Embassy expects projected lower rates of economic 
growth and investment expenditures in other European 





countries to result in a slowing of the Luxembourg 
boom so that GNP will more closely approximate its 
long-term trend of 3.5% to 4%. This projection is 
predicated upon a projected increase in steel ship- 
ments of between 5% and 7%. These figures may need 

to be revised upward if the expected slowdown in 

steel shipments (now running at 10% greater than in 
1973) does not appear in the second half of the year. 
Output of US multinationals in the chemical, tire 

and metal fabricating sectors is also 10% ahead of 
last year and is projected to maintain this increase 
for the year, barring a sudden downturn in the fourth 
quarter. A main limiting factor to further expansion 
may be the continued shortage of labor. The boom in 
steel production during the past two years has not 
released enough workers to satisfy the growth needs in 
the new industries as originally planned. At the same 
time, the net inflow of immigrant workers decreased by 
nearly 25% in 1973. 


Luxembourg's success in fighting inflation will depend 
in large part on events in neighboring countries 

and on the willingness of the new government to forego 
or postpone some of its social spending programs. In 
view of the high rates of inflation projected for other 
European nations, the Embassy expects that inflation in 
Luxembourg will be about 9% in 1974 as compared to 6.1% 
in 1973. 


The Luxembourg economy should remain healthy in 1974. 
Despite a high rate of inflation there will be a signi- 
ficant rise in real wages and consumption (est. at 8%); 
production will grow at a manageable rate, and there 
will be no unemployment. 


IMPLICATIONS FOR THE UNITED STATES 


Although Luxembourg, with a population of only 350,000 
represents a small market, a per capita income among the 
highest in Eurcpe and a consistent annual growth in real 
wages and consumption allow for a steady increase in 
imports, and possibilities exist for an increase in the 
small (3%) US share of the market. 





Luxembourg imports in 1973 increased by 7.8% in volume 
and 20.3% in value, while exports registered an increase 
of 9.7% and 31.8%, respectively, over 1972- The large surge in 
imports was aided by the increased value of the Belgian 
franc which appreciated relative to the US dollar, the 
French franc, the British pound and the Italian lire. 
The increase in both imports and exports reflects, in 
part, the growth of production in the steel industry 
since all raw materials for the industry are imported 
whereas most of the output is destined for foreign 
markets. 


In 1973, the level of Luxembourg imports from the United 
States showed no increase over levels of the previous 
year while its imports from the Common Market were up 
25% from 1972 levels. Unofficial statistics (Luxembourg 
trade is normally reported in Belgian statistics) indicate 
that the US share of the market decreased from 3.4% in 
1972 to 2.9% in 1973. Luxembourg statistics are not 
detailed sufficiently to indicate in which product lines 
imports from the US increased or decreased . By broad 
categories, Luxembourg's major imports from the US in 
1973 were textiles, machinery, chemical products and 
transportation equipment. 


In recent years, US exports of capital equipment for the 
new industries accounted for a significant share of US 
exports although in 1973 this trade decreased as many 
investment plans were completed. Current plans for the 
expansion of these industries and the modernization of 
the steel sector indicate that opportunities exist for 
expanding US exports of capital equipment through aggres- 
sive marketing by machinery and other equipment manufac- 
turers. 


Although Luxembourg, with a population of 350,000, 
represents a small consumer market, its high and steadily 
increasing per capita income afford stable opportunities 
for steadily profitable business. The small share of the 
market held by US exports to Luxembourg offers expansion 
opportunities. Small and medium size exporters should 
attempt to establish direct relationships with Luxembourg 
distributors or importers in order to eliminate third- 
country middle-men. Products offering the best chance of 
acceptance in the Luxembourg market include textiles, 
apparel, appliances and quality food items. 





Luxembourg is in the process of a road building 
program designed to improve connections with neigh- 
boring countries and to modernize its urban road net~- 
work. The Embassy expects the new government also to 
increase public expenditures for schools, hospitals, 
housing and other social infrastructure projects that 
offer new trade opportunities for construction equip- 
ment and materials. 


Finally, the energy situation has accelerated GOL plans 
for a nuclear power station of 1200 MW to be built on 
the Moselle river, and a company charged with a feasi- 
bility study and the eventual construction of the power 
plant was established in late 1973. 


US Investment Opportunities Limited 


Luxembourg has encouraged US direct investment in new 
industries since 1962 when the first investment incen- 
tive legislation was passed. A new law incorporating 

many of the incentives of previous legislation but drafted 
to conform more to EC directives was passed in 1973. 
Luxembourg has the densest concentration of American 
industrial investment per local inhabitant of any country 
outside of North America with total investment averaging 
out to more than $ 800 per Luxembourger. American com- 
panies are attracted to Luxembourg by its political 
stability, central location, industrial tradition and 
excellent labor relations. Luxembourg continues to welcome 
US investment and to afford equal treatment to US 
companies. The tight labor market, however, has slowed 

new investments (as contrasted with expansion of existing 
firms), and the GOL is unlikely to grant the generous in- 
centives of the past years except for investment in new 
industries of high capital intensity. 


A_ Growing Financial Center 


Luxembourg now claims to be the second largest financial 
center in Europe, second only to London in Eurodollar 
transactions and by far the largest center for dealing 
in Deutsche Marks (DM). During the last five years the 
number of banks have grown from 29 to 80, 17 of which 
are owned wholly or partially by US interests. The banks 
have been attracted to Luxembourg by banking laws which 





allow them to perform a host of services required 

by multinational corporations and by the fact that 
operating costs are less than in other financial centers 
office space rents for $6 to $9 per sqe foot compared to 
$25 in London. 


Circumstances for the continued growth of the financial 
center appear excellent and Luxembourg should continue 
to flourish as a center for holding companies and Euro- 
finance, both in the short-term currency markets and in 
the longer term Eurobond markets. 
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